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INVESTING FOR THE FUTURE:
529 STATE TUITION SAVING PLANS

Wednesday, June 2, 2004

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON CAPITAL MARKETS, INSURANCE
AND GOVERNMENT SPONSORED ENTERPRISES,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to call, at 10:06 a.m., in Room
2128, Rayburn House Office Building, Hon. Richard H. Baker
[chairman of the subcommittee] Presiding.

Present: Representatives Baker, Gillmor, Oxley (ex officio),
Biggert, Capito, Kennedy, Tiberi, Brown-Waite, Kanjorski, Hooley,
Sherman, Meeks, Inslee, Moore, Lucas of Kentucky, Crowley, Clay,
McCarthy, Baca, Emanuel, and Scott.

Chairman BAKER. I would like to ask our meeting to come to
order and welcome our witnesses to the table this morning.

This morning, the committee meets to examine the manner in
which special State education enhancement programs function for
the benefit of prospective college students and moms and dads,
typically characterized as Section 529 plans. All States, with the
exception of Washington and the District of Columbia, have estab-
lished some 529 plan and make it available to their constituents.

While the SEC does not have direct supervisory responsibility for
the conduct of the 529 plans, they do, under Federal securities law,
exercise jurisdiction with regard to fraud and other misconduct as
well as having direct responsibility to regulate the broker dealers
and the municipal security dealers that sell interest in 529 plans.
So there is a Federal nexus for some examination of the manner
in which these plans are operated.

In the past several years, the committee has engaged in market-
sector by market-sector review of current regulatory structure and
determined the adequacy of current disclosure regimes, the trans-
parency, suitability, the method by which the average consumer
ma}cr1 judge whether a particular investment is appropriate for their
needs.

Chairman Oxley has recently written the SEC with his own list
of questions relative to the 529 plan disclosure requirements that
raise several interesting points. One of the obvious and apparent
conclusions that I have reached is, there is not, at least today, a
national standard of conduct for a State 529 plan to provide com-
parability between States. If one is enrolled in a plan in State A
and then subsequently moves to State B, there may be tax con-
sequences to the individual that are not clearly understood or per-
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haps properly disclosed today. Whether or not the offering mate-
rials are substantially different in content and presentation from
marketing materials, whether there is sufficiency in clear disclo-
sure of fee schedules, many of these issues sound like repeats of
the same questions on other subjects in months past. And so the
committee’s review of these matters is certainly understandable
and appropriate given our market sector responsibilities.

I will say that, today, I feel we have invited individuals to give
the committee insight into the manner by which 529 plans function
that have already exhibited high standards of professional conduct
and perhaps can give us insight into where the industry may be
moving.

And I wanted to conclude my remarks simply with an observa-
tion. It may be that an enhanced self-regulatory model may work
well here as well and that, by States conducting their own review
and examination, could come to standards for comparability on a
national scale that could perhaps result in recognition of some sys-
tem that an individual 529 plan might receive a nationally recog-
nized merit award or status or recognition, thereby indicating to a
State who refuses to adopt the model code that there are certain
elements of that State’s plan which are perhaps aberrant or not
sufficient to warrant such recognition.

I would much prefer to see a self-regulatory model at this point
than having the Federal Government intercede into another area
where their participation may not be necessarily welcome in the
first place.

To that end, I certainly appreciate those who are participating in
the hearing this morning. It is the beginning of our process of un-
derstanding, and we certainly will reach no conclusions before a
thorough exchange of ideas has been provided to all stakeholders.
With that, I yield such time as the gentleman may consume to Mr.
Kanjorski.

Mr. KANJORSKI. Thank you, Mr. Chairman.

Mr. Chairman, in Pennsylvania, we take pride in reminding oth-
ers of many wise observations of Benjamin Franklin. As I prepared
for today’s hearing, I was accordingly reminded of one of his more
insightful reflections, “An investment in knowledge always pays
the best interest.” this statement is as true today as it was more
t}llan 200 years ago in part because of Section 529 tuition savings
plans.

During the last decade, the cost of attending a university has in-
creased 40 percent while the typical household income has in-
creased just 12 percent. Additionally, the average cost of attending
a 4-year university now stands at $34,000 for State institutions
and at $90,000 for private colleges. Moreover, the price tag for a
higher education is expected to continue to grow in the future, like-
ly continuing to outstrip any gains in families’ earnings.

Because Democrats and Republicans alike recognize that an in-
vestment in higher education continues to produce appreciable re-
turns for individuals in society, we have worked cooperatively in
recent years to help families cover this necessary financial expense.
In 1996, for example, we joined together to create 529 plans. As a
result, families today can use this instrument to set aside money
for higher education purposes that grows free of any Federal tax.
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Section 529 plans have grown greatly in popularity since their
inception in the late 1990s, and they are now one of the most com-
mon ways to save for a college education. Total assets in 529 plans
which stood at $2.6 billion at the end of 2000 rose to $8.5 billion
at the close of 2001. They also doubled in value in 2003, reaching
$3§) billion and covering more than 4 million accounts by the year’s
end.

In addition, the experts at the Federal Research Corporation now
predict that American families will invest $300 billion in 529 plans
by 2010. The tremendous expansion of the tuition savings plans in-
dustry has now produced some predictable growing pains. Although
we created 529 plans in the Federal Tax Code of 1996, we did not
simultaneously implement a comprehensive regulatory regime to
cover this financial product. As a result, some have begun to raise
concerns about the need to improve the oversight of this sector of
our financial system.

For the purposes of our securities laws, the States generally have
oversight responsibilities for Section 529 plans. One problem that
has received substantial attention in recent months with respect to
the 529 plans concerns the disclosures that investors currently re-
ceive about the performance of these financial products. As we will
hear later this morning, many States have begun to take action on
their own to protect investors, including working to develop a
model disclosure regime.

National authorities in recent months have also begun to exam-
ine 529 plans which remain subject to Federal antifraud rules and
broker dealer sales practice requirements. Earlier this year, the Se-
curities and Exchange Commission announced the creation of a
task force to study the fee disclosure regime and sale of 529 plans.
Additionally, we have learned that the National Association of Se-
curity Dealers is now investigating whether some brokers in selling
out-of-State 529 plans ultimately exposed their clients to lower in-
vestment returns and higher State taxes.

From my perspective, it is very important to study these issues
and for State and Federal regulators to take coordinated action to
protect families who invest in 529 plans. Greater standardization
in disclosing fees and expenses will facilitate direct comparisons in
performance between the various 529 plans across State lines. I am
therefore pleased that the College Savings Plans Network has
begun the work needed to implement a comprehensive disclosure
system that will provide a greater comparability of 529 plans for
investors and help to ensure that we have access to the same qual-
ity of information as mutual fund investors.

As we proceed today, I hope they will also examine the interplay
between 529 plans and the proposal by the Bush Administration to
create life savings accounts. As currently conceived, LSAs will per-
mit individuals to save money tax-free for any purpose, including
higher education. A recent study by the Senate Finance Committee
determined that, because LSAs would be more flexible than 529 ac-
counts, they could compete with tax-favored savings programs for
education, particularly among persons with limited disposable in-
come. We should therefore explore today whether the increased
flexibility of LSAs might undermine a family’s well-intentioned ef-
forts to save for a child’s higher education.
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In sum, Mr. Chairman, I commend you for convening today’s
hearings on 529 plans. We should conduct oversight of this growing
segment of our financial marketplace in order to determine how we
can make the present regulatory structure stronger. The observa-
tions of today’s witnesses about these matters will help me in form-
ing my opinions on these issues.

Thank you Mr. Chairman.

[The prepared statement of Hon. Paul E. Kanjorski can be found
on page 45 in the appendix.]

Chairman BAKER. I thank the gentleman.

Mr. Oxley.

Mr. OXLEY. Thank you, Mr. Chairman. Obviously, welcome to our
panel. I see some familiar faces out there.

We all know that there are few things in life more essential than
a good education. Helping parents save and invest for their chil-
dren’s higher education is a vital public policy initiative, particu-
larly in this environment of runaway tuition costs.

Success of the 529 tuition savings plans is good news, but it is
not surprising. These programs offer all families, regardless of in-
come, the opportunity to obtain tax-free growth and distribution on
money they save and invest for college costs. There is now more
than $35 billion invested in the 529 plans across the country. And
some have predicted that total assets will balloon to some $300 bil-
lion by the end of this decade.

Given the increasingly important role that 529 plans play in ena-
bling parents to save for their children’s education, I have become
concerned about certain aspects of some of these plans. For exam-
ple, why are there such disparities in fees and the disclosure of
those fees? Have the fees charged by these State-sponsored plans
become so exorbitant that they actually outstrip the tax benefit
that Congress has attempted to provide? Have the States estab-
lished adequate procedures to monitor the performance and oper-
ation of the investment managers they hire to run their plans? Are
they offering documents clear and concise?

These are some of the concerns that prompted me to write to
SEC Chairman Bill Donaldson in February of this year. In his re-
sponse to me, Chairman Donaldson said that “the current State of
affairs with respect to 529 plans is complicated and likely difficult
for parents to understand,” end quote. He also announced the cre-
ation of the chairman’s task force on college savings plans. I am
pleased by the commission’s energetic response, and I understand
that the task force has made considerable progress, and I look for-
ward to hearing from them in the near future.

We have assembled an all-star lineup here today. I particularly
would like to welcome Diana Cantor, the chairman of the College
Savings Plans Network, and Jacqueline Williams, Executive Direc-
tor of the Ohio Tuition Trust Authority. I know that they have put
in long hours over the past few weeks to improve the disclosure re-
gime of 529 plans. And I look forward to their testimony and that
of the rest panel.

b 1\/{{1‘. Chairman, again we look forward to the hearing, and I yield
ack.

[The prepared statement of Hon. Michael G. Oxley can be found
on page 40 in the appendix.]
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Chairman BAKER. I thank the gentleman for his participation
and his statement.

Are there any members wishing to make additional open state-
ments at this time?

Mr. Scott.

Mr. ScorT. Thank you very much, Mr. Chairman. This is indeed
a very important hearing and has some very important ramifica-
tions for my State of Georgia. And I certainly want to thank you
Mr. Chairman and also Ranking Member Kanjorski for holding this
hearing today regarding State-sponsored 529 college tuition savings
plans. I believe that it is very important for this committee to ex-
amine the legitimacy and disclosure fees that some 529 plans are
using.

And while this hearing will focus on many of the problems that
have been identified with some State savings plans, my State of
Georgia has a strong record of managing its plan. Since 2002, the
Georgia higher education savings plan has offered a wide variety
of investment options, managed by TIAA-CREF, an industry-recog-
nized leader in providing investment services in the education and
research communities. In just 2 short years of existence, the Geor-
gia higher education savings plan has over 42,000 participants who
have invested more than $165 million to pay for college education.

Contributions to the Georgia higher education savings plan can
be made for as little as $25 per beneficiary, per investment option
or as little as $15 for contributions made through payroll deduc-
tions. Up to $2,000 can be deducted per beneficiary for taxpayers
who meet filing status and income requirements.

Georgia’s plan has made savings for college more affordable with
one of the lowest fees among 529 plans across the country. Partici-
pants pay no application fee, no sales charge and no annual ac-
count maintenance fee. An annual management fee, which is de-
duced from fund assets, is used to cover the cost of investment
management fees and expenses as well as administrative services.
The annual all-inclusive fee is only 0.85 percent of assets.

While Georgia has a 529 plan that maintains low and reasonable
fees, other States have not managed their plans quite as well. And
I look forward to hearing from this distinguished panel of witnesses
today to discuss efforts to improve the management of 529 plans.

Among the issues that I will be looking for information on are
whether the 529 plan administrators exercise sufficient oversight of
the intermediaries they employ to sell interest in their plans,
whether the disclosures given to investors are sufficient to permit
informed investment decisions, and whether greater standardiza-
tion in fee disclosure to facilitate comparability is achievable and
whether the fees charged by some 529 plans negate the expected
tax benefits from the investment.

Thank you for coming, and this is a very distinguished panel.
And I look forward to hearing your comments.

Thank you, Mr. Chairman.

Chairman BAKER. I thank the gentleman.

Are there further opening statements?

If there are no further opening statements, I would like to move
at this time to our first witness, Ms. Diane Cantor, chairman of the
Executive Board, College Savings Plans Network.
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And I wish to commend you for your good work in this area and
also, on a personal aside, seeming to be a continuing positive influ-
ence in Mr. Eric Cantor’s conduct. So I welcome you here this
morning.

STATEMENT OF DIANA CANTOR, CHAIRMAN, EXECUTIVE
BOARD, COLLEGE SAVINGS PLANS NETWORK

Ms. CaNTOR. Thank you, Mr. Chairman. Thank you Member
Kanjorski and distinguished members of the committee. My name
is Diana Cantor. I am the executive director of the Virginia college
savings plan and chairman of the College Savings Plans Network,
an affiliate of the National Association of State Treasurers that has
represented State 529 college savings and prepaid tuition plans
since 1991. I thank you Mr. Chairman for the opportunity to ad-
dress your committee.

The cost of attending college, whether public or private, con-
tinues to rise steadily. In order to send their children to college,
American families increasingly rely upon debt to meet the rising
cost of a higher education. Despite the cost, the value of a higher
education is undeniable.

The best answer to rising college costs is to encourage families
to save in advance. The States began creating prepaid tuition and
savings plans more than a decade ago to help families cope with
spiraling tuition costs. The theory has worked. Give families a tax
advantage, disciplined, safe way to save for college expenses, and
they will use it.

There are two types of Section 529 plans, prepaid and savings.
Prepaid plans are similar to a defined benefit pension plan where
the family is purchasing a defined amount of future tuition years
of credit. Savings trusts are more analogous to defined contribution
plans. Families can save in a variety of investment options, includ-
ing equity and fixed-income mutual funds, actively managed ac-
counts, money market, and stable value funds.

Families participating in 529 plans are specifically saving for col-
lege where otherwise they may not set aside money for that pur-
pose. The programs, through their marketing efforts, draw atten-
tion to the need to save for college early and help many families
across the country take that all-important step of beginning to
save.

State college savings programs have achieved phenomenal suc-
cess. With the enactment of the Economic Growth and Tax Relief
Reconciliation Act, the number of children participating in our pro-
grams has skyrocketed. Every State in the Nation plus the District
of Columbia now has at least one Section 529 savings option de-
signed to meet the particular circumstances and policy goals of
their States. States are able to offer their participants an oppor-
tunity to invest in funds and actively managed accounts that may
otherwise be unavailable to them due to high minimum investment
requirements. Savings plans typically do not have age or residency
requirements as is common with prepaid tuition plans, so investors
are ({ree to choose any plan across the country that best meets their
needs.

Today, with assets topping $40 billion in savings plans and $10
billion in prepaid tuition plans nationally, these plans are receiving
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increased attention. The Securities and Exchange Commission, in
response to an inquiry from Chairman Oxley, recently announced
the creation of a Section 529 task force to review among other
things disclosure and fee issues. Questions have been raised as to
why our programs may look different from State to State.

Our feelings as State administrators are that the unique features
of our plans provide their prime attraction, the ability of each State
to craft a program that best suits its citizens’ needs and further
that State’s higher education policy.

Over a year ago, the College Savings Plans Network undertook
an effort to create voluntary disclosure principles. These principles
were adopted in draft form just last week at our network’s annual
meeting. The goal of the principles is to provide a framework for
disclosure so that an investor can easily understand his or her own
State plan as well as compare Section 529 plans on an apples-to-
apples basis. They contain recommendations on information that
should be prominently stated, such as the need to consider State
tax treatment and other types of benefits and the availability of
other 529 programs offered by that State.

The principles also contain tables and charts which provide clear,
concise and consistent descriptions of fees, expenses and invest-
ment performance. Fees will continue to vary among these plans as
fees differ among all types of non-529 investment options. Con-
sumers do not expect to pay the same fees for a completely passive
large cap index fund as they do for an actively managed inter-
national equity fund. Nor do they expect to pay the same for a di-
rect-sold investment as they would for an advisor-sold product. But
the intent of our disclosure guidelines is to make comparing the
same types of plans much easier.

State oversight of their 529 plans provides an additional layer of
accountability and protection for participants in these plans.
States, such as Ohio, Louisiana, and Wisconsin, have already re-
acted to the current environment by expanding investment options,
adding low-cost funds, and lowering fees. As creatures of State law,
Section 529 plans are subject to multiple levels of oversight that
help protect the programs’ participants. Each State is governed by
its own administrative procedure laws, procurement laws, ethics
and conflict-of-interest statutes and freedom of information or Gov-
ernment in the Sunshine acts.

The plans are all administered by State boards, authorities or
trusts. By statute or regulation, the operating authorities are re-
quired to follow prudent personal standards in selecting and retain-
ing funds or managers. All of the programs are subject to financial
audit and reporting requirements.

Promoting greater access to higher education and encouraging
savings over debt is sound public policy. The existing State college
savings programs promote these goals and reduce the need for fi-
nancial aid and student loans.

Mr. Chairman, these programs are working. These plans have al-
ready provided benefits to more than 400,000 students nationwide
and another 6 million children are waiting to use their accounts.
In closing, Mr. Chairman, Section 529 plans are flourishing, and
families are using these plans in record numbers to save for their
children’s future.
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Congress’ mission in creating 529 plans is being accomplished.
We, along with our partners in the financial services industry, will
work together to continue to improve these plans and to serve
America’s families and our most important customers, America’s
children.

Thank you again, Mr. Chairman, Ranking Member Kanjorski,
distinguished Members of the committee, for your support of State
college savings programs and the millions of families across Amer-
ica who participate in them. We look forward to continuing to work
with your committee to continue to provide the best college savings
options available through Section 529 plans. Thank you.

[The prepared statement of Diana Cantor can be found on page
78 in the appendix.]

Chairman BAKER. I thank you for your statement.

For the purposes of our next introduction I would yield such time
asbthe gentleman may consume to the gentleman from Ohio, Mr.
Tiberi.

Mr. TiBERI. Thank you, Mr. Chairman.

It is a pleasure to introduce another central Ohioan, Jacqueline
Williams, who is the executive director of the Ohio Tuition Trust
Authority. Jackie was appointed executive director of the Ohio Tui-
tion Trust Authority in June of 1999. She has held leadership posi-
tions in both the public and private sector. She is president of the
Columbus Board of Health, serves on the Columbus Cancer Clinic
Board. She earned both her master’s and her bachelor’s degree at
Miami University in Oxford, Ohio, one of the alma maters for our
chairman to the left here.

On a personal note, Mr. Chairman, I had the opportunity during
my last term of the General Assembly to work with Ms. Williams,
and she was respected by members on both sides of the aisle.

And it is a real pleasure to work with you and thank you for
being here to offer your expert testimony, Ms. Williams.

STATEMENT OF JACQUELINE WILLIAMS, EXECUTIVE
DIRECTOR, OHIO TUITION TRUST AUTHORITY

Ms. WiLLiAMS. Thank you very much. Thank you for the wonder-
ful introduction.

Mr. Chairman, Ranking Member Kanjorski, and members of the
committee, this is a real pleasure to speak to you today regarding
529 plans and to share one State’s history and philosophy regard-
ing these plans.

My name is Jackie Williams, and I am the executive director of
the Ohio Tuition Trust Authority and a member of the Executive
Committee of the College Savings Plans Network. The Ohio Tuition
Trust Authority is an independent, self-supporting State agency
which is governed by an 11-member board representing business,
higher education, and elected officials.

Ohio was one of the first States to offer a qualified tuition pro-
gram, and in 1989, the General Assembly in Ohio created the trust
authority to help with the following objectives: Make higher edu-
cation more affordable and accessible to Ohio citizens, to assist
State universities by providing a stable financial base, to protect
Ohio citizens from rising tuition costs, to encourage savings, and to
promote secondary and post-secondary academic excellence.
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Since 1989, almost 25,000 students have attended college using
over $232 million invested in Ohio’s plan. But according to the re-
cently completed report of Ohio’s Governor’s Commission on higher
education and the economy, only 11 States have smaller portions
of their populations who have earned baccalaureate degrees. The
report states that Ohio’s economic growth and prosperity is inex-
tricably linked to increasing participation by Ohioans in higher
education.

We offered initially a unit-based prepaid tuition plan called the
Guaranteed Savings Fund, and our State provided a tax exemption
on earnings as an incentive for families to save. In 1994, the Ohio
General Assembly supported and the voters of Ohio approved a
constitutional amendment to provide the State’s full financial back-
ing for that prepaid plan in the event the fund could not meet fu-
tSure obligations. So clearly, this was a very high priority for our

tate.

In 1996, when Congress established qualified State tuition pro-
grams and added Section 529 to the Internal Revenue Code, Ohio’s
program fell under the guidelines established for such programs.
And in 1999, the tuition trust proposed legislative changes to the
agency’s statute to take advantage of these Federal changes. The
Ohio General Assembly unanimously supported the decision to
offer more diverse choices for investments and also expanded the
tax incentive by providing a $2,000 State tax deduction on con-
tributions to the program.

We undertook an extensive competitive bid process to select and
hire a firm to provide investment management, marketing and ad-
ministrative services. Our due diligence included on-site examina-
tions of bidders by our staff, a review of fees and performance by
our outside consultants, and oral presentations by finalists. And in
2000, we hired Putnam Investments to manage the savings pro-
gram.

The firm was selected for a variety of reasons, but one of the
most important things was their commitment to educate and sell
options to consumers through an extensive network of financial ad-
visers. This was a deliberate choice on the part of our board be-
cause they wanted to extend the access of these programs to the
public. Our staff, while one of the larger ones in the 529 industry
was never intended to grow large enough to address the more than
11 million people in the State of Ohio.

Our plan is sold through financial advisors and directly through
the tuition trust. The advisor-sold component offers 17 market-
based options, and those same options are available directly
through the trust authority at a lower cost for Ohio residents. Over
the past 4 years, we have experienced significant growth in our
program. In our State alone, over $1.1 billion has been invested
through CollegeAdvantage on behalf of 186,000 beneficiaries. And
the average account value, despite the fact that most of these pro-
grams will allow people to save significant amounts for private or
public education, graduate school et cetera, the average account
value is $7,500.

However, we continue to refine and enhance our program, and in
the spring of 2003, we conducted market research of Ohio citizens
who had relatives under age 18 to whom they felt some obligation



10

to help save for college. Among respondents who were saving, bank
accounts were the most popular vehicle. And while 9 percent were
using CollegeAdvantage to save, 28 percent were using taxable in-
struments. And fully half of all respondents, despite the fact that
they had children or grandchildren, were not saving at all.

The other point that came out was that fully two-thirds of the
people responding considered themselves to be do-it-yourself inves-
tors and wanted very clear, easy-to-understand savings options. To
meet the needs uncovered through research, we took a two-step ap-
proach. And in January of this year, we issued an RFP to index
fund managers for a low-cost index provider. Through a competitive
selection process, we hired the Vanguard Group in March. And in
May we added 15 Vanguard investment options to
CollegeAdvantage.

We will soon issue an RFP to Ohio banking institutions for a 529
savings account and at least one-time deposit product. The goal
would be to distribute these products through the bank’s distribu-
tion channels including branch locations, on-line bank centers, call
centers, workplace programs and other access points, because our
job is to make sure that our citizens have full access to these pro-
grams. We offer flexible contribution methods through electronic
funds transfer, payroll deduction, on-line contributions, no enroll-
ment fee, and minimum contributions of $15. We also have made
college more affordable by having some of the lowest fees in the in-
dustry, and while total expense ratios will definitely vary with the
type of investment option, the lowest all-inclusive fee available
through our program, is 35 basis points.

So we have done a considerable amount to standardize the infor-
mation that is available over the past several months to people in
our program, and we believe that we are now leading the industry
in terms of some of the recent enhancements we have made to our
disclosure materials. We are working to increase access to higher
education in our State by offering a diverse range of investment
choices, low fees, affordable minimum contributions, online access,
easy contribution options, and State tax advantages. These features
I{lake Ohio’s program unique and tailored to the needs of Ohio fam-
ilies.

While disclosure information should be standardized across the
529 industry, each State must be able to shape and define its own
plan to meet the unique needs of its citizens. Our success is essen-
tial if the governor’s goal of increasing participation in post-sec-
ondary education by 30 percent or 180,000 students by 2015 is to
be reached. Each day, we work with families one at a time to sup-
port their aspirations to achieve a better future for their children.

Thank you again for the opportunity, Mr. Chairman. We look for-
ward to working with you and Members of your committee. And we
would be pleased to answer any questions when it is appropriate.
Thank you.

[The prepared statement of Jacqueline Williams can be found on
page 156 in the appendix.]

Chairman BAKER. Thank you very much.

I would like to now welcome Mr. Marc Lackritz, president of the
Securities Industry Association, back to the committee.

Welcome, sir.
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STATEMENT OF MARC E. LACKRITZ, PRESIDENT, SECURITIES
INDUSTRY ASSOCIATION

Mr. LACKRITZ. Thank you, Mr. Chairman, and thank you for the
opportunity to testify today about Section 529 plans, how impor-
tant they are to financing higher education costs and how we might
work together to improve them.

My name is Marc Lackritz. I am president of the Securities In-
dustry Association. Our member firms are deeply committed, Mr.
Chairman, to reviving a national culture of saving, particularly
among young people. We have worked very hard to educate and en-
courage both students and parents to invest regularly in a product
with marginal risk to help foster a renewed sense of personal re-
sponsibility. One such product, the Section 529 plans, offers some
of the best benefits for savings for college.

Our members are actively involved in all phases of the manage-
ment and marketing of 529 plans because these plans have easier
eligibility and contribution requirements than certain other invest-
ment options, thereby making them accessible to far more families
and people. The enhanced Federal tax benefit provided by Congress
in the tax legislation of 2001 instantly increased the popularity of
Section 529 plans: 63 percent of these accounts were open in 2001
or later, and participation in account balances will continue to rise
as individuals become more aware of the tax benefits of the plan.

Indeed, if a family contributed $2,000 annually to a 529 account
for 18 straight years and assuming an 8 percent rate of return,
they would have saved nearly $75,000 for college, enough for most
4-year public institutions across the country. The favored tax treat-
ment of 529 plans not only enhances returns but also helps to as-
sure that the funds will be there when they are needed for college
by discouraging withdrawal for other purposes.

Without the involvement of the States, 529 savings plans would
not exist. States approve the method of distribution both in-State
and nationally, and broker dealers that distribute 529 plans must
work with the States to negotiate selling agreements and produce
marketing and other program literature. Tax treatment of 529
plans is subject to both Federal and State law. And the Securities
and Exchange Commission and the Municipal Securities Rule-
making Board oversee the broker dealers and investment advisors
who distribute the plans.

Mr. Chairman, we believe there are five different ways to im-
prove on Section 529 plans. First, make the tax-free treatment of
distributions permanent. The short-term success in expanding 529
plans from enhanced Federal tax advantages enacted in 2001 could
be undermined by the uncertainty that the tax incentive will not
be made permanent. If Congress does not extend the provision for
tax-free withdrawals on 529 plans, then, after 2010, earnings in
the account will be taxed at the recipient’s rate as they are with-
drawn. We would urge Congress to make the tax-free treatment of
distributions permanent as soon as possible to ensure certainty to
participants that the tax benefit will exist when they make their
withdrawals.

Secondly, create tax parity among the States. Creating tax parity
among all 50 States would significantly increase participation and
lower cost for investors. Currently, more than 50 percent of the
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State plans have different tax rates and policies in place. Families
and their financial advisors face a complex challenge to determine
the value of particular State’s tax benefit when placed in the prop-
er context of other investment considerations. SIA and our member
firms are actively working at the State level to achieve tax parity
across the board. We have had some success, although current
State fiscal constraints are hampering broader progress.

Third, w